Review of Applied Urban Research 1984, Vol. 12, No. 03 by (CPAR), Center for Public Affairs Research
University of Nebraska at Omaha 
DigitalCommons@UNO 
Publications Archives, 1963-2000 Center for Public Affairs Research 
5-1984 
Review of Applied Urban Research 1984, Vol. 12, No. 03 
Center for Public Affairs Research (CPAR) 
University of Nebraska at Omaha 
Follow this and additional works at: https://digitalcommons.unomaha.edu/cparpubarchives 
 Part of the Demography, Population, and Ecology Commons, and the Public Affairs Commons 
Recommended Citation 
(CPAR), Center for Public Affairs Research, "Review of Applied Urban Research 1984, Vol. 12, No. 03" 
(1984). Publications Archives, 1963-2000. 492. 
https://digitalcommons.unomaha.edu/cparpubarchives/492 
This Article is brought to you for free and open access by 
the Center for Public Affairs Research at 
DigitalCommons@UNO. It has been accepted for 
inclusion in Publications Archives, 1963-2000 by an 
authorized administrator of DigitalCommons@UNO. For 
more information, please contact 
unodigitalcommons@unomaha.edu. 
REVIEW OF CENTER FOR APPLIED URBAN RESEARCH UNIVERSITY OF NEBRASKA AT OMAHA 
APPLIED URBAN RESEARCH 
G;;"u~ 
Volume XII, Number 3 June, 1984 
PART Ill. AN ECONOMIC UPDATE 
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Introduction 
This article is an update of the Omaha 
apartment market study that was pub-
lished in the September, 1981, issue of 
the Review of Applied Urban Research, 
Volume IX, Number 7. The purpose 
is to examine the historical construction ... 
of apartments in the Omaha area as a 
result of fluctuating interest rates, rising 
raw materials and energy costs, and to 
identify the market conditions operating 
in today's economy that have hampered 
expansion. 
Residential Construction 
Housing construction has always been 
viewed as one of the key indicators of 
the American economy. During periods 
of rapid growth of the economy, housing 
construction has typically grown rapidly , 
and conversely, when the economy has 
slowed dramatically, housing starts have 
fallen. Over the past five years, this 
pattern of growth and decline can be 
observed both locally and nationally in 
housing construction. New residential 
starts both locally and nationally plum-
meted in 1981 for both single-family 
and multi-family units, reaching levels in 
both 1981 and 1982 that were far below 
the levels registered in previous years. 
By 1983, however, both multi-family 
and single-family housing starts nationally 
regained momentum surging to a total of 
1. 7 million units for the year. In the first 
three months of 1984, new residential 
<'itarts nationally continued to accelerate 
reaching an annual rate of 1.9 million 
units in January and 2.3 million units in 
February only to plunge 26.6 percent in 
March to a level of 1 .6 million units. This 
was a result of bad weather and builders' 
fears of rising interest rates , which were 
averaging 14 percent nationally and were 
increasing slightly.1 
Locally, multi-family housing units 
authorized for construction plunged to a 
15-year low of 195 units in 1975, while 
single-family units continued to retain 
some degree of respectability until they 
bottomed out at 977 units in 1981, a 
20-year low. Multi-family units fell to 
260 units for a combined total of 1 ,2 3 7 
units, the lowest figure in 24 years. 
Table 1 and Figure 1 reveal the levels and 
mix between multi-family units and 
single-farr.ily units for the Omaha three-
county SMSA area over the 24-year 
period 1960 to 1984. Clearly, "total" 
multi-family construction in the three-
county area for the ten-year period since 
1974 has been less than a single year's 
production in 1971 and 1972. 
Historical Construction 
Locally, the annual production of new 
multi-family units in the late 1960's 
and early 1970's reached levels that were 
not sustainable and that far surpassed 
areawide household growth. As a result, 
major problems of market absorption 
emerged, and by 1973 the local multi-
family market had clearly become over-
built. Apartment managers, in an attempt 
to stem the rising vacancy rates in their 
individual complexes, offered prospective 
tenants a number of inducements to 
sign leases in their projects, ranging from 
.reimbursing the new tenant's moving 
expenses, providing free garages, and a 
waiving of the first and last month's rents 
to providing "mini-vacations" and free 
trips to Las Vegas. 
Compounding the problem of an 
overbuilt market was the 1974-75 reces-
sion period. As the national and local 
economy began to flounder during mid-
decade, foreclosures became common-
place locally, and multi-family construc-
tion, which had been planned even 
through the building permit stage, was 
terminated. This problem was exacerbated 
by the change in policy of the Federal 
Reserve in October, 1979, from focusing 
on monitoring interest rates to concen-
trating on controlling the volume of 
money supply reserves measured by 
monetary aggregates M-1A, M-18, M-2, 
etc. 2 The result of the policy was to 
create unusually large swings in interest 
rates that culminated in interest rates 
rising to unprecedented new peaks. By 
December, 1980, the federal funds 
rate reached more than 20 percent, the 
prime rate was 21.5 percent, and three-
2 
TABLE 1 
OMAHA-COUNCIL BLUFFS STANDARD METROPOLITAN STATISTICAL AREA 
NEW HOUSING UN ITS AUTHOR IZED BY BU ILDING PERMITS: 1960-2/1984 
Douglas, Sarpy, Pottawattamie, 
Nebraska Nebraska Iowa SMSA 
Single Multi- Total Single Multi- Total Single Multi- Total Single Multi-
Year Family Family Units Family Family Units Family Family Units Family Family 
1960 2,557 587 3,144 768 4 772 291 17 308 3,616 608 
1961 2,801 826 3,627 1,712 25 1,737 277 80 357 4,790 931 
1962 2,517 1,509 4,026 615 34 649 231 43 274 3,363 1,586 
1963 1 ,962 909 2,871 530 201 731 231 12 243 2,723 1,122 
1964 1,604 1,526 3,130 440 112 552 255 47 302 2,299 1,685 
1965 1,780 1,952 3,732 640 166 806 216 120 336 2,636 2,238 
1966 1,209 994 2,203 326 191 517 109 48 157 1,644 1,233 
1967 1,443 2,058 3,501 402 396 798 74 32 106 1,919 2,486 
1968 1,519 3,205 4,724 333 429 762 76 98 174 1,928 3,732 
1969 1,296 2,197 3,493 348 123 471 89 108 197 1,733 2,428 
1970 1,595 1,831 3,426 626 567 , ,193 152 352 504 2,373 2,750 
1971 2,313 3,923 6,236 1,298 731 2,029 112 222 334 3,723 4,876 
1972 2,156 3,681 5,837 , ,031 374 1,405 136 331 467 3,323 4,386 
1973 2,219 , ,839 4,058 576 370 946 , 51 52 203 2,946 2,261 
1974 , ,1 38 , ,023 2,161 436 10 446 112 463 575 1,686 1,496 
1975 , ,691 61 , ,752 711 12 723 110 122 232 2,512 195 
1976 1,989 198 2,187 767 6 773 161 135 296 2,917 339 
1977 2,244 237 2,481 888 21 909 232 248 480 3,364 506 
1978 2,296 223 2,519 972 54 1,026 211 , 1 222 3,479 288 
1979 1,716 349 2,065 772 27 799 258 13 271 2,746 389 
1980 , ,168 361 1,529 993 71 1,064 125 63 188 2,286 495 
1981 576 244 820 311 0 311 90 16 106 977 260 
1982 524 599 1,123 659 29 688 43 66 109 1,226 694 
1983 1,391 428 1,819 855 101 956 *34 *42 *76 2,280 571 
Feburary, 1984 183 29 212 96 2 98 *7 *8 *15 286 39 
Source: C-40 Construction Reports, U.S. Bureau of the Census 
*Includes data for Council Bluffs only. 
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month treasury bills had doubled in yield 
from their mid-year lows. Long-term 
interest rates had risen as well by as much 
as three percentage points from their 
mid-year lows. 3 The impact of this 
monetary policy shock on both single-
family and multi-family construction 
locally was disastrous. 
As the economy entered 1982, a 
dramatic reduction in the double digit 
inflation rate which had been experienced 
in 1979-1980 was underway. The infla-
tion rate fell during 1982 to 4.4 percent, 
as measured by the GNP price deflator, 
its lowest level in a decade. However, 
success in reducing inflation was accom-
panied by a painful recession and a rise in 
the unemployment rate to 10.8 percent 
by December 1982, a post-war high.4 
The recession that began in mid-1981 
lingered through 1982. The transition of 
the economy toward price stability and 
the deepening business recession with 
unemployment at record levels, despite 
money growth in excess of targeted 
ranges, prompted the Federal Reserve 
to adopt a new monetary policy that 
resulted in a sharp decline in interest 
rates and that temporarily abandoned 
the policy of stated ~rowth targets for 
monetary aggregates. The yield on 
three-month treasury bills fell to less 
than 8 percent, while the prime rate 
declined to 11.5 percent by December, 
and the corporate AAA bond rate fell 
below 12 percent. The FHA-VA mortgage 
rate was reudced to 12.5 percent by 
October as well. These factors along 
with decreasing vacancy rates stimulated 
somewhat both multi-family and single-
family activity in the local residential 
market with multi-family residential 
units authorized for construction rising 
to 694 units in 1982, the highest level 
since 1974. 
Economic recovery from the 1981-
1982 recession began in 198 3. During 
1983, the real GNP rose 6.1 percent, 
which is roughly in line with the post-war 
recovery norm, while the capacity utiliza-
tion rate in manufacturing increased from 
68.8 percent in 1982 to 79.4 percent in 
1983. Unemployment decreased from 
10.8 percent to 8.2 percent. The GNP 
price deflator increased only 4.1 percent 
compared to an increase of 4.4 percent 
in 1982 and more than 8.7 percent in 
1981. The Consumer Price Index rose 
only 3.8 percent after increasing 3.9 
percent in 1982, 8.9 percent in 1981, 
and more than 12 percent in 1980. 
Producers' prices for finished goods 
increased only 0.6 percent in 1983, the 
smallest price increase in two decades. 
In addition, in early 1983, the Federal 
Reserve lowen:d its federal funds rate 
and the discount rate to below 9 percent 
in order vigorously to encourage credit 
growth and provide funds to finance 
the growing federal deficit as well as to 
revive the economy. (See Figure 2.) More-
over, Chairman Volcker indicated that 
the Federal Reserve would not respond 
strongly to temporary jumps in the M-1 
monetary aggregate (the measure of 
all currency and deposits in checking 
accounts) because it had become distorted 
as a result of consumers cashing in their 
All Savers Certificates as banks and 
savings and loan institutions were 
authorized to issue money market deposit 
accounts (MMDA's) in December, 1982 
as well as Super NOW accounts in 
january, 1983. Free of interest rate 
ceilings, the new deposits allowed banks 
and savings and loan companies to 
compete for funds on an equal basis with 
unregulated financial institutions. Also, 
FIGURE 2 
3 
financial institutions began to employ-
adjustable rate mortgages in increasing 
numbers. Moreover, as a result of mone-
tary policies, the prime rate continued its 
downward trend reaching 10.5 percent by 
March, 1983 where it remained until 
August. In August, the rate rose slightly 
to 11 percent where it stayed through the 
middle of March, 1984. (See Figure 2.) 
Locally, these financial changes and 
the overall recovery of the economy led 
to a rebound in single-family units 
authorized for construction in 198 3, 
which reached 2,280 units, a level that 
reflected some of the more productive 
years in the 1960's and 1970's. Multi-
family units also experienced a level 
greater than any other year since 1974, 
except 1982, reaching 571 units. 
As the nation moved into 1984, the 
economy was experiencing an inflation 
rate of only 4 .4 percent, measured by 
the Consumer Price Index. However, 
producers' prices rose from an annual 
rate of 3 percent in the fourth quarter 
of 1983 to about 5 percent in the first 
quarter of 1984. Real GNP rose for the 
first quarter at an annual rate of 8.3 
percent relative to the 1983 fourth 
quarter pace of 5 percent, while the 
unemployment rate declined nationally 
to 7.8 percent. In Nebraska, the unem-
ployment rate fell to 5.1 percent in 
March, while the rate fell to 4.9 percent 
for the Omaha area. These statistics 
indicate that the local economy is begin-
ning to share more in the recovery. 
Despite the improved performance of 
prices, which began in 1982 and which 
reflect a winding down of inflationary 
pressures in the economy, the Federal 
Reserve Board has remained committed 
to a monetary policy that has resulted 
in real interest rates remaining historically 
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TABLE 2 
OCCUPANCY AND RENTA L CHARACTER ISTICS FOR SE LECT ED APARTMENT UNITS 
NUMBER OF BE DROOMS AND GEOGRAPH IC AREA, OMAHA, NEBRASKA: JANUARY-FEBRUARY, 1981 BY 
Number of Bedrooms in Apartments 
Zone Geographic Descr iption Studio One Two Three Four Total 
Northeast 72nd St. to Missouri River, 19 (0.0%) 4 19 (3.3%) 345 (3.2%) 119 (0.0%) 21 (0.0%) 923 (2.7%) 
1-680 to Dodge Street 0 $135- 14 $155· 11 $190- 0 $220- 0 $297 25 --
$195 $286 $384 $315 
Southeast 72nd St. to Missouri River, 624 (4.0%) 1.081 (5.1%) 626 (9.4%) 65 (6.2%) 2.396 (6.0%) 
Dodge St. to Harrison St. 25 $ 85- 55 $110- 59 $180- 4 $190- 143 --
$205 $350 $440 $236 
1-680 to 72nd St .. 248 (3.6%) 1,405 (3.0%) 1 ,231 (3.9%) 105 (4.8%) 1 (0.0%) 2,990 (3.5%) 
1 1-680 to Dodge St. 9 $170- 42 $200- 48 $240- 5 $325- 0 $440 104 --
$255 $295 $390 $525 
156th St. to 1-680. 38 (2.6%) 1,068 (3.7%) 1 ,228 (6.4%) 232 (5.2%) 2,566 (2.1%) 
2 State St. to West Dodge Rd. 1 $185- 40 $194- 79 $220- 12 $270- 53 --
$205 $287 $446 $575 
1-680 t o 72nd St., 23 (8.7%) 566 (2.3%) 667 (0.4%) 226 (1.8%) 1.482 (1.5%) 
3 Dodge St. to "L" St. 2 $185- 13 $162- 3 $235- 4 $270- 22 --
$335 $495 $795 $925 
156th ST. to 1-680, 139 (1.4%) 895 (1.0%) 815 (2.2%) 189 (1.1%) 6 (0.0%) 2,044 ( 1.5%) 
4 West Dodge Rd. to "L" St. 2 $173- 9 $185· 18 $198- 2 $227- 0 $249- 31 --
Extended $215 $320 $460 $480 $350 
1-80 to 72nd St., 179 (6.1%) 2,070 (4.2%) 1 ,321 (4.9%) 24 (8.3%) 3,594 (4.6%) 
5 "L" St. to Harrison St. 11 $160- 86 $ 165- 65 $220- 2 $315- 164 --
$269 $300 $331 $330 
156th St. to 1-80, 238 (2.5%) 308 (5.2%) 80 (1.3%) 626 (3,7%) 
6 "L" St. Ex it t o Harrison St. 6 $200- 16 $230- 1 $280- 23 - -
$245 $354 $350 
Sarpy 14 (7.1 %) 399 (2.5%) 431 (3.b%) 844 (3.1%) 
County 1 $160- 10 $195- 15 $199- 26 --
$210 $260 $330 
Totals 1 ,284 (4.0%) 8,141 (3.4%) 6,972 (4.5%) 1 ,040 (2.9%) 28 (0.0%) 17,437 (3.8%) 
51 -- 275 -- 314 --
Source: Dr. Donald A. Nielsen-University of Nebraska at Omaha Survey February, 1981 
high. This policy is a departure from the 
pattern that prevailed during the post-
World War II period, between 1945 
and 1979, when the real rate of interest 
remained quite low. 6 Current expecta-
tions are that the Federal Reserve will 
continue this pol icy at least through 
1984. 
One consequence of the economtc 
policies pursued since 1980 has been to 
create an economic environment within 
which the prospects for a continued 
large federal deficit combined with a 
high interest rate could prevail for at 
least several years to come in the United 
States. 
This economic environment has led to 
great uncertainty in the early part of 
1984 with respect to multi-family con-
struction in the Omaha area. Based on the 
units authorized for construction in the 
first two months of 1984, annual pro-
duction would reach a projected level 
of only 234 multi-family units for the 
entire year if the present rate continues. 
This occurs in the face of a local apart-
ment market that is experiencing a declin-
ing overall vacancy rate and increasingly 
tighter and tighter conditions as a result 
of high occupancy levels and the lack of 
new construction . As a result, apartment 
rents are on the increase as apartment 
owners attempt to catch up for increased 
past expenses that could not be passed 
on to tenants due to the overbuilt market 
conditions of the 1960's and early 
30 -- 0 -- 670 --
Box Key 
Number Vacancy 
of Units Rate 
Units Monthly 
Vacant Rent Range 
1970's, creating a surplus of units. 
1984 Occupancy Patterns 
For the purpose of measuring the 
1984 economic dimensions of the total 
Omaha apartment market, a survey was 
conducted during the period February 6 
to March 1, 1984. The methodology 
differed from the earlier reported 1981 
survey which involved an extensive tele-
phone survey. The 1984 survey involved 
soliciting the cooperation of 20 of the 
major apartment management firms in 
the Omaha metropolitan area. These 
management firms were provided with 
one copy of the survey form for each 
individually managed complex and were 
5 
TABLE 3 
OCCUPANCY AND RENTA L CHARACTERISTICS FOR SE LECTED APARTMENT UNITS 
BY NUMBER OF BEDROOMS AND GEOGRAPH IC AREA, OMAHA, NEBRASKA: MARCH, 1984 
Number of Bedrooms in Apartments 
Zone Geographic Description Studio One Two Three Four Total 
Northeast 72nd St. to Missouri River , 44 (6.8%) 614 (1.5%) 2 17 (9.7%) 89 (0.0%) 21 (0.0%) 985 (3.4%) 
1-680 to Dodge Street 3 $155- 9 $200- 21 $ 197- 0 0 33 --
$283 $470 $470 $380 $414 
Southeast 72nd St. to Missouri River, 565 (1.6%) 719 (0.6%) 189 (4.2%) 48 (8.3%) 1,52 1 (1.6%) 
Dodge St. to Harrison St. 9 $150- 4 $195- 8 $191- 4 $220- 25 --
$334 $545 $525 $364 
1-680 to 72nd St .. 155 (3.2%) 1,354 (4.1%) 1,516 (5.3%) 148 (4.1%) 3,173 (4.6%) 
1 1-680 t o Dodge St. 5 $200- 56 $235- 80 $285- 6 $390- 147 --
$335 $460 $680 $700 
156th St. t o 1-680. 39 (7.7%) 1 ,077 ( 1.0%) 736 (5.0%) 194 (9.8%) 2,046 13.4%) 
2 State St. to West Dodge Rd. 3 $205- 11 $240- 37 $295- 19 $370- 70 - -
$265 $375 $495 $562 
1-680 to 72nd St .. 136 (0.7%) 1,074 (1 .0%) 900 (+.2%) 207 (4.8%) 2,317 (2.2%) 
3 Dodge St. to "L" St. 1 $230- 11 $195- 29 $215-
$385 $735 $965 
156th St. to 1-680, 149 (1.3%) 805 (1 .7%) 664 (1.7%) 
4 West Dodge Rd. to "L" St. 2 $249- 14 $245· 11 $305-
Extended $295 $441 $710 
1-80 to 72nd St., 441 (1.8%) 1,955 (1.8%) 1 ,366 (3.0%) 
5 "L" St. to Harrison St . 8 $215- 35 $215· 41 $270-
$350 $405 $395 
1 56th St. to 1-80. 279 (2.2%) 355 (1.4%) 
6 " L " St. Ex it to Harrison St . 6 $225· 5 $325-
$345 $439 
Sarpy 14 (1.1%) 431 (2.3%) 510 (4.3%) 
County 1 $195- 10 $235- 22 $255-
$300 $330 $420 
Totals 1,543 (2.1%) 8,308 (1.9%) 6,453 (3.9%) 
32 -- 156 -- 254 --
Source: Dr. Donald A. Nielsen-University of Nebraska at Omaha Survey March, 1984 
requested either to complete the form or 
have their resident managers do so. 
Once the completed survey forms were 
returned, the responses were cross 
checked with the calling list used in 
the 1981 survey. Every attempt was then 
made to contact those apartment com-
plexes that had not been picked up in 
the 1984 survey that had participated in 
the 1981 survey. Each contact person 
was assured that information provided 
would remain confidential and would 
only be presented as summary data for 
nine geographic areas of sufficient size 
so as to prevent disclosure. The 17,000-
plus units sampled were within 200 units 
sampled in 1981 and constituted an 
estimated one-half of the area's total 
apartment stock. 
The responses were cross-classified by 
number of bedrooms for the following 
categories: number of units, monthly 
contract rent, and number of units not 
currently occupied or that were available 
to be rented. Tables 2 and 3 present the 
results of the 1981 and 1984 surveys. 
For comparison purposes, one caveat 
should be noted. Since the individual 
sub-areas utilized did not survey the same 
number of complexes, trends should not 
be implied for the sub-area vacancy 
rates. However, the overall total area 
vacancy rate is considered to reflect the 
general trend toward a tigh tcr market 
and is an appropriate comparison since 
the total number of units surveyed were 
10 $350- 51 --
$1,150 
95 (1.1%) 1,713 (1.6%) 
1 $395- 28 --
$760 
43 (7.0%) 3,805 12.3%) 
3 $350- 87 --
$500 
80 (0.0%) 714 (1 .5%) 
0 $405- 1 1 --
$435 
34 (0.0%) 989 (3.3%) 
0 $355- 33 --
$420 
938 (4.6%) 21 (O.O"A.) 17,263 (2.8%) 
43 -- 0 - - 485 --
Box Key 
Number Vacancy 
of Units Rate 
Units Monthly 
Vacant Rent Range 
very close in both studies. Of the 17,437 
units surveyed in 1981, a total of 723 or 
3.8 percent were found to be vacant, 
while only 485 units of the 17,263 units 
surveyed in 1984 were found to be vacant 
or 2.8 percent. 
Moreover, the surveys reveal that 
average rental rates have increased over 
the 1981 to 1984 period for studio 
apartments by 21.5 percent, for one-
bedroom units by 35 percent, for two-
bedroom units by 16.1 percent, and for 
three-bedroom units by 18.6 percent. 
The Economic Oudook 
As the economy moves into the 
second quarter of 1984, the construction 
6 
outlook for the local multi-family market 
remains uncertain, at least in the short 
run. While vacancy rates have continued 
to decline and rental rates have been on 
the increase, rental rates have not risen 
to levels that would permit a sufficient 
spread between costs and income to 
provide sufficient return on investment to 
justify a substantial increase in new con-
struction. Thus, the new construction 
outlook for unsubsidized apartment 
projects in the local market is tied to 
expectations regarding interest rates. A 
reduction in interest rates could reduce 
the rate of growth in construction costs 
and permit an appropriate investment 
return to warrant an increase in new 
construction. At the pn:sent time, how-
ever, a reduction in interest rates does 
not appear to be likely. 
While inflation has slowed dramatically 
over the past two years, reaching the 
lowest rate in about a decade, emerging 
capacity limitations are beginning to 
create price pressures at the producer 
level. The Producer Price Index for 
finished goods rose 0.5 percent in March 
and at about the same rate for January 
and February which translates to an 
annual rate of 6.1 percent. This rate 
increase should become visible within a 
few months in the Consumer Price Index. 
Moreover, an increase in credit demand 
by consumers and increased borrowing by 
businesses to finance inventories and to 
increase plant capacity through mergers 
or new investment, as a result of the 
first quarter economic expansion, raises 
the question of whether a sufficient 
supply of savings can be generated to 
support these credit needs as well as a 
huge government deficit.7 
In addition, an increase in corporate 
profits in recent months, as a result of 
the first quarter's strong economic 
growth, has led to rising expectations of 
increased wage demands by labor which 
are expected to be greater than produc-
tivity (output per hour worked) increases 
that have slowed recently. 
These factors have prompted the 
Federal Reserve Board to commit to a 
monetary policy that has resulted in 
recent increases in the prime rate to 12.5 
percent, the third such increase in the 
last two months and its highest level since 
1982. The increase reflects continuing 
strong demand for credit on the part 
of the private sector as well as sharp 
increases in the cost of funds to the 
banking industry and the need to finance 
the huge federal government deficit. 
Thus, the immediate outlook for interest 
rates does not reflect positive signs for 
new construction in the Omaha apart· 
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ment market over the next six to eight 
months. 
Moreover, a number of uncertainties 
have appeared on the horizon that could 
impact the short-run trend of interest 
rates . The Federal Reserve has been 
recently forced into providing more 
liquidity to a financial system shaken by 
the tremors created from the recent 
Continental Illinois National Bank & 
Trust Company of Chicago debacle. 
Continental Illinois, the nation's seventh 
largest, received a $2 billion capital 
infusion from the Federal Deposit 
Insurance Corporation (F .D.I.C.), and the 
Federal Reserve Board indicated that it 
would place the full faith and credit of 
the United States behind the bank to 
avert an international run and to prevent 
a crisis. In addition, 122 bank failures in 
the past three years have cost the F.D.I.C. 
an estimated $2.3 billion. Also, between 
1981 and 1983, about 440 savings and 
loan companies failed, some of which were 
allowed to continue operating through 
the ingenious use of creative accounting 
measures to give the appearance of 
solvency. These problems reflect a U.S. 
financial system that, while solvent, is 
nevertheless under a tremendous strain.8 
The problems at so many financial 
institutions have put the Federal Reserve 
into a position of balancing an anti-
inflationary monetary policy witb supply-
ing enough money to help the banking 
system weather short-run crises of confi-
dence brought on by a real liquidity 
crunch. 
Another major uncertainty affecting 
the prospects for lower interest rates, 
sustained growth, and price stability in 
Northeast 
Dodge Street 
Southeast 
Harris on Street 
the economy is the twin deficit problem. 
The U.S. is presently faced with two 
deficits of unprecedented proportions-
one in the federal government budget 
and the other in international accounts. 9 
Looked at over a number of years, 
the projected federal budget deficits are 
truly staggering. For fiscal year 1985, 
which begins October 1, 1984, the 
administration projects a deficit of 
$180 billion, down only slightly from the 
$184 billion currently estimated for 
fiscal year 1984. In the four years begin-
ning with fiscal year 1986, the adminis-
tration's projected deficits are $177 
billion, $180 billion, $152 billion, and 
$123 billion. 
Even these figures may be highly 
optimistic. They rest on the dubious 
assumptions that continued vigorous 
economic growth will occur along with 
lower unemployment, stable prices, ~nd 
declining interest rates for the remainder 
of the 1980's. Inflation-adjusted GNP 
is forecast by the administration to 
increase by 5.4 percent in 1984, with 
further annual gains averaging about 4 
percent over the next five years. Prices 
(as measured by the GNP price deflator) 
are expected to rise somewhat faster 
in 1984 and 1985 than in 1983, when 
the increase was the smallest in more than 
a decade, but thereafter gradually to 
decline to an annual rate of 3.6 percent 
by 1989. The unemployment rate is 
estimated at 7.8 percent for 1984, and 
thereafter to decline to 5. 7 percent by 
1989, on an annual average basis.10 
The projections for deficit reductions 
over the next five years rely on the 
assumption that interest rates will decline 
sharply over the next five years as 
measured by three-month treasury bills 
which averaged 8.6 percent in 1983 and 
are projected to decline steadily to 5.0 
percent by 1989. This is a rather dubious 
assumption in view of the enormous 
treasury borrowing envisioned and the 
current trend of interest rates. 
The expected economic growth to 
achieve the projected deficits relies upon 
a long period of favorable expansion 
that has only one precedent in U.S. 
business cycle history. This was during 
the decade of the 1960's. However, 
many differences are found in the under-
lying conditions in 1960 and now. 
Interest rates are now more than twice 
as high as those that prevailed generally 
during the 1960's, and federal deficits 
as a percentage of GNP are now almost 
six times as high as the average share 
during the 1960's. 
Continuing large federal deficits are, 
therefore, inconsistent with the belief 
that interest rates will fall sharply during 
the 1980's and that strong economic 
growth and price stability will continue. 
If sharp deficit reductions are not 
enacted, interest rates are likely to 
remain high in real terms, and the pro-
jected growth in GNP for the years 
beyond 1984 of 4 percent is most likely 
too optimistic. 
The rising federal deficit has provided 
a large and growing stimulus to domestic 
purchasing power in the economy as 
the country emerged from the 1982 
recession. However, financing the deficit 
accounted for three quarters of the net 
new domestic savings in 1983, leaving 
less for the expanding needs of the 
private sector. The private sector's needs 
have been increasingly met by savings 
from abroad in the form of net capital ' 
inflows creating a large deficit in inter-
national trade accounts. Current forecasts 
suggest that the nation will have to 
borrow abroad about 2 percent of the 
GNP in 1984 to meet projected domestic 
capital needs. Thus, the continuing 
budget deficits create potential demands 
0n domestic credit markets that exceed 
the domestic ability to save. They also 
damage the prospects for housing and 
construction as well as for domestic 
investment unless the nation continues 
to become increasingly dependent upon 
foreign capital. 
In the long run, a number of positive 
factors are operating on the local multi-
family market to make the picture rosier 
and that could lead to a significant 
increase in the construction of rental 
units in the near future along with a rise 
in investors' interest in new and existing 
apartment projects. These factors 
include: (1) a very low local apartment 
vacancy rate in early 1984, reflecting the 
low level of construction in the past few 
years (particularly of nonsubsidized 
multi-family construction) during a time 
when the number of households con-
tinued to grow; (2) a decline in the 
affordability of home ownership that 
continues to create a strong demand for 
rental units; (3) changing life styles and 
demographics that create a strong 
demand for rental units. Delayed 
marriages, childless households, a gradual 
aging of the population, and higher 
divorce rates all suggest a growing number 
of households that are more likely to rent 
than to own; (4) local apartment rents are 
nsmg more rapidly than operating 
expenses, improving the return on 
investment and making investment in 
rental property considerably more 
attractive than in past years; (5) favorable 
tax legislation in the 1981 Economic 
Recovery Tax Act roughly doubles the 
depreciation rate for rental properties; 
(6) the increasing prevalence of adjustable 
rate mortgages has reduced the attrac-
tiveness of home ownership as an invest· 
ment particularly during periods when 
interest rates are expected to increase 
since potential mortgage interest rate 
increases may offset the expected 
apprec1at10n in home values; and 
(7) while interest rates are on the rise , 
they are not expected to increase 
dramatically since if they do so, they 
could choke off the economic recovery 
and throw the economy into a recession. 
Also, too large an increase in interest 
rates could have a detrimental effect 
on foreign debt owed to U. S. financial 
institutions by developing nations and 
create conditiOns that could lead to 
default. Each percentage point increase 
in market rates of interest is estimated to 
increase interest costs to such countries 
as Mexico and Brazil by three-quarters 
of a billion dollars each year.11 Thus, 
the Federal Reserve Board is not 
expected to pursue a monetary policy 
for the remainder of 1984 that would 
increase interest rates appreciably unless 
the economy continues to increase at a 
growth rate equivalent to the first 
quarter, and inflation which appears to 
be under control at present is rekindled. 
Conclusion 
The local apartment market's con-
struction performance in recent years 
has been hampered by rising raw material 
costs, wildly escalating interest rates, 
and the effects of inflation. In recent 
months, however, inflation has moderated 
and changes in the regul~tions of financial 
7 
institutions have allowed the banking 
system to rebuild its liquidity, suggesting 
money is available for new construction. 
Moreover, a decline in local vacancy 
rates and rising rents have made invest-
ment in rental property considerably 
more attractive than in recent years. 
However, recent increases in market 
interest rates and the immediate outlook 
for these rates suggest that construction 
costs will continue to have a dampening 
effect upon new construction of multi-
family units over the next six to eight 
months in the Omaha area for all but well 
conceived projects with accompanying 
prime locations. 
The present crisis in the banking 
system is creating jitters in the financial 
markets. On top of this is the fear that 
presently high interest rates will make 
it difficult for third world countries to 
repay their debts to domestic financial 
institutions which could lead to defaults. 
In addition, consumer and business 
borrowing has been booming and the 
federal government is continuing to tap 
the credit markets for record amounts 
to finance its budget deficits. The impli-
cations for the course of interest rates 
as a result of the banking crisis and 
foreign debt crisis is that interest rates 
could be pushed downward while the 
implications for interest rates due to the 
remaining factors suggests the reverse. 
In the long run, however, a number 
of factors are operating that make the 
picture for apartment construction in the 
Omaha area appear rosier. As pent up 
demand continues to force vacancy rates 
further downward and rental rates 
upward, increasing revenues will begin 
to exceed the rate of growth of construc-
tion costs. This should improve the 
earning spread for apartment investors 
and justify a significant increase in new 
construction. 
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